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- Mthough construction of the proposed pipeline uou'td have a sub--
stantia'l impact on the Soviet. economy and military potential, it would .
- have Hittle effect on Western Europe's economies but would mke western
Eumpe saaae«hat more. vu?aerab?e to Sov)et po)itma‘i pressure (R PR

$pec{fzcany. purchases of Soviet gas through the pipe'hne' s
g Hou'ld not be needed to cover tncreased energy demand{ -

"‘-- Mould add to the problem, not to the S°‘“t‘°“' o
. energy supp'ly securitY-_ e =

o g_ - uould probab*ly be an expensive source of energj. i

. ;_um ’the oviet qas be needed?

o (a) fProjections of European energy d smand re being substant'la‘l'lyﬂ ,
L *]"lowered R , SRR

- Between 1978. when the pipe]ine p]ans were first ‘

~ seriously discussed, and this year, 1EA's projections - e .

~ .~ of West European energy demand 1n"1990 wvere lowered by Ve I
e a‘lmost 4 mﬂhon b/d. (See attached tab'le). . PRRERT

S s IEA rojection of tota’l ‘IndustrlaI nation energy demand
i wWas lowered by 16 mlhon b/d. , v

e The amount of Soviet gas to ‘B‘e wported through the _—
' proposed pipeline ---.5 to. .8 million b/d equivalent -
~is -only about one eighth.to one fifth as large as the: _f. :
reduction in projected Epropean energy demand.. PP

- This may not be the end of the.story. demand proaect'ions
© - may continue to be Towered as information on the strength
of market reactions to ingher oﬂ prices pours 'm. R

{(b) Marw projections of European demand for natura‘l gas a’lso E
. are being 1owered. R

- Durmg the past 2 years, m have
-Jowered their 1990 forecasts by abou e volume of the -

projected Soviet deliveries.
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C (c) 'A’lb-t'erxibaﬁv'e"én:ergy sources are ;’va‘ﬁa!ﬂé;‘ -

- Recent and likely future U.S. withdrawals frum LNG -
..deals with-Algeria and Nigeria will make .avatlable
mare LNG from these sources to Wastern Cu:we then is
now. projected in Europeun plans.-=Indeed; v~ tern™
. Europe is the only alternative market for ihis gas.’-
*- " The amount -of additional gas made available to Europe
- 4s about 2.3 billion cubic feet ‘per day, or 50-75 .
-~ percent of the additional Sovict gas. US needs can
be met. from domestic, Canadian, and Mexicun sources.

v == After 1990, more than enough Norwegian-gas can be T

-7 dideveloped to offset _‘the‘;Sovict-;,gas;**‘_iA_single gas - oo

LA ..l structure, discovered-and explored “during the past 3

Cea T e years, could produce at least two-thirds of-the -~

L "0 ... proposed Soviet deliveries b early to wid-1990s. -
“oo== US coal supply will |

- "European coal demand su

- planned, * ‘The necessa

ample to meet increases in
bstantially larger than now =
. ary adjustments_in_Luropean -energy -
crisdee policies would ‘ot be cularly difficult. European .
. - - Anvestments in US coal infrastructure--for cxample, in -
. v - building a large port capable of handling very Jarge coal -~
0 - carriers--would wake the coal cheaper. Loss of Soyjet S
' '  gas could be offset by some 40-50 million tuns of coal
, ~dmports, an increase of about one-third--in current pro~ T
) - Jections of Hest European coal duports. - o o o

- 2. Hould the pipeline enhance or weaken European energy. sccurity?

3 N - (4) The European argument "tfhét“tl'i;_i;ibél'ine"wou‘m increase the L
: - . . security of energy supp]y.byv"djlersifyﬁg sources and reducing .t
- dependence on the insecure Persian Gulf is weak, if not totally =

e e _’£\?én if Soviet st 'supr\iES‘-Qéife secure, they \muld'.':rl}o‘t‘."\"; EE
provide dnsurance against the contingencics of interruptions
.0F Persian Gulf oil, because-- - B T

(1) Soviet gas would substitute for only a small pébrt .
(less than 10 percent) of Persian Culf supplies and; -

(2) The supply of Soviet gas could rol Lo expanded if
the Persian Gulf or other foreign supplies were
“interrupted. o '




(b)Supp'Hes of ‘St.wi-et’gaé are themselves not reliable; they are. . .
- subject to both technical and political risks. . =~

.+ == The technical risks result from severe climatic conditfons
“wov in. the USSR and _the near absence of spare Soviet pipeline
S mpacfty ‘and '_gas'; s»torage;’ periodical'ly ‘the Soviets make
: R o= large cuts in their exports. to Hestern £urape 1o meet - S
e “ 75 priority domestic needs (this point is well known 40 the - ¢

Europeéns) s

. == Although fn most 14 ke‘iy;';_'t:i rcumstances Moscow would be
© - loath to use its gas as a-blunt-weapon to pressure -

Western Europe, because it needs the gas rcvende badly,
B | would be able to exert subtle political pressure.-

... . . _.==VNulnerability to Soviet pressure would increase despite -
LI ~ he fact that increases in imports of Soviet gas would
) ‘ - about offset declines in imports of Soviet oil. For most ..
: o0 of Yestern Europe, Soviet.ofl isia ‘marginal -and varfable . . .
- - .7 -source of -energy, for which alternatives can be quickly = .
: T - found. - Soviet gas, however, would become part of the - . . ..
3 ~ base load of European energy supply becausc of the.high..... . . ...

-soi-investment costs required.

i (c) Although other sources of gas too are subject to technical
| - - and pclitical risks, in a nuaber of cases, these risks will-
protably decline; S . u

: o -- Specifically, Algeria and Nigeria both will becomehigh]y
' - . deperndent on a steady flow of gas revenues to cover their
- expenditures. S T A

3. Is Soviet gas ' a source of ‘cheap'enerjy?

———— i e
3 A

: (a) Soviei':gas, if pi:fced at‘ 'apbf;:?imaté"parity with"‘crude oil,
' ~1s not cheap. US and Australian coal are substantially
. Cheaper. . T T o N SR e

(b) 1f,' NN o:1 naviets continue to be soft for several _
 years, the bargaining position of ‘gas importers will become
- stronger and stronger. Consequently, patient buyers are
Vikely to get better terms. - '




